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FISCAL IMPACT STATEMENT
LS 7670 NOTE PREPARED: Jan 9, 2003

BILL NUMBER: HB 1666 BILL AMENDED:

SUBJECT: Financing Development in Distressed Counties.

FIRST AUTHOR: Rep. Murphy BILL STATUS: AsIntroduced
FIRST SPONSOR:
FUNDSAFFECTED: X GENERAL IMPACT: State
X DEDICATED
FEDERAL

Summary of L egislation: The bill authorizes the use of state tax revenue, exceeding a base allocation
amount, to be used for payments of bondsissued, loans entered into, or |eases entered into for an industrial
development project in adistressed area. Thebill providesthat the same definition of distressed areabe used
for programs involving industrial development projects and the growth investment program fund. The bill
appropriates the collected tax revenue to this use.

Effective Date: July 1, 2003.

Explanation of State Expenditures: Indiana Department of Commerce (IDOC) & Indiana Devel opment
Finance Authority (IDFA): The bill requiresthe Indiana Development Finance Authority (IDFA) to review
and designate industrial development tax allocation areas in distressed counties. Currently, there are 35
counties that would qualify under the bill for tax allocation areas. Under current statute, the IDOC must
provide administrative assistance to the IDFA. Currently, the IDFA has a staff of approximately eight. The
additional administrative responsibilities established under the bill presumably could be absorbed by these
agenciesgiventheir existing budgetsand resources. The December 7, 2002, state staffing tableindicatesthat
the IDOC has 52 vacant full-time positions, including regional office positions.

Department of Sate Revenue (DOR): Thehill givesthe DOR responsibility for determining base (salesand
incometax) all ocation amountsfor purposesof tax allocationsinindustrial devel opment project areas. These
expenses presumably could be absorbed given the DOR’ s existing budget and resources.

Other Administrative Impacts: The Auditor of State is required to administer the industrial development
project area funds established in connection with tax allocation areas designated by the IDFA. These
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expenses presumably could be absorbed given the DOR’s existing budget and resources. The bill also
requires the Department of Workforce Development (DWD) to annually provide to the IDFA alist of the
counties that meet distress criteriafor purposes of designating tax allocation projects.

Explanation of State Revenues. The hill provides for the allocation of incremental state Sales, Use, and
Adjusted Gross Income (AGI) tax revenue to pay for industrial development projects designated by the
Indiana Development Finance Authority (IDFA). These tax allocation projects are limited to counties
determined under the bill to be “distressed areas.” Currently, there are 35 counties that meet the distress
criteriaspecifiedinthebill. Theamount of incremental tax revenuethat could potentially be allocated to pay
the costs of tax alocation projects statewide is indeterminable. The amount of incremental tax revenue
diverted to tax allocation projects presumably does not represent arevenuelossto the state to the extent that
theincremental revenueisattributableto theindustrial devel opment project or subsequent economic activity
in project facilities. However, the state doesincur arevenue lossto the extent that the diverted revenues are
attributable to underlying growth in tax revenue. Sales and Use Tax collectionsincreased from FY 1998 to
FY 2002 by an annual average of 3.75%. During the same period, individual AGI Tax collectionsincreased
about 0.8% annually. (Thisincludes the one-year declinein FY 2002 of about 6.3%.) From FY 1998 to FY
2001, however, individual AGI Tax collectionsincreased by an average of 3.26% annually. Theseprovisions
of the bill are effective July 1, 2003. Thus, depending upon how quickly the IDFA beginsthe tax allocation
project designation process, the bill could potentially impact state revenue beginning in FY 2004, but more
likely in FY 2005.

The bill authorizes the IDFA to designate an industrial development project as a tax allocation project,
provided it islocated in a county that the Department of Workforce Development (DWD) has determined
to beadistressed area. A county isdistressed if: (1) the county annual unemployment rate exceeds the state
annual unemployment rate in each of the preceding five calendar years, or (2) the county annual
unemployment rate is at least double the state annual unemployment rate in the preceding calendar year.
Based on annual unemployment indicatorsfrom 1997 to 2001, 35 countieswould meet the distress standard.
Sales, Use, and AGI taxes allocated to pay development project costs must be: (1) attributable to the
construction and devel opment of the project and taxabl e events occurring in the facilities devel oped through
the project; and (2) exceed the base allocation amount for the project area. The base allocation amount,
determined by the Department of State Revenue, isthe amount of Sales, Use, and AGI taxes yielded from
taxable events in the project areain the year prior to the development project. Under the bill, incremental
Sales, Use, and AGI taxes from devel opment project areas must be deposited in an Industrial Devel opment
Project AreaFund for that project. Thismoney must be used only to pay bonds, |oans, or |easesissued to pay
for industrial development projectsin theallocation area. Money in such an Industrial Devel opment Project
Area Fund does not revert to the state General Fund at the end of the fiscal year. However, once al project
costs and obligations are paid, money remaining in such a Fund revertsto the state General Fund.

Explanation of L ocal Expenditures:

Explanation of L ocal Revenues:

State Agencies Affected: Indiana Department of Commerce, Indiana Development Finance Authority,
Department of State Revenue, Department of Workforce Development, Auditor of State.

L ocal Agencies Affected: Loca government units.

I nfor mation Sour ces: 2001 Annual Report, Indiana Development Finance Authority.
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Fiscal Analyst: Jim Landers, 317-232-9869.
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